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Can  Latin  America  Build  A  New  Economy? 

BY  OLIVE  HOLMES,  who  has  just  returned  from  the  Inter-American  Conference  on  Problems 
of  War  and  Peace  in  Mexico  City. 


ONE  of  the  fundamental  tenets  on  which  the 
United  States  is  basing  plans  for  sound  expa.'  ion 
of  its  peacetime  economy  is  an  enlarged  vc'lume 
of  export  trade.  It  is  expected  that  eventually  the 
greatest  increase  in  our  exports  will  be  to  areas 
in  the  process  of  industrialization.*  Latin  America, 
hitherto  a  “colonial”  area  in  the  sense  that  it  has 
been  a  source  of  raw  materials  for  nations  more 
advanced  in  the  scale  of  economic  development, 
will  be  one  of  these  regions.  Periods  marked  by 
uncertainty  about  the  future  of  our  foreign  trade 
have  always  been  accompanied  by  a  revival  of 
interest  in  Latin  America.  At  the  close  of  the  last 
century,  after  an  era  of  intensive  continental  devel¬ 
opment,  business  interests  in  this  country  turned 
their  attention  southward  and  in  1890  pressed 
for  the  first  Pan-American  conference,  to  explore 
the  possibilities  of  closer  commercial  relations  with 
Latin  America.  Again,  in  the  wake  of  World 
War  I,  manufacturers  and  traders  sought  to  sell 
products  of  their  war-expanded  industries  to  Latin 
American  countries.  Following  the  collapse  in 
American  exports  caused  by  the  depression,  the 
United  States  in  1934  initiated  the  reciprocal  trade 
agreements  program,  one  of  whose  objectives  was 
the  provision  of  outlets  in  Latin  America  to  en¬ 
courage  domestic  production. 

After  this  war,  also,  many  United  States  indus¬ 
tries  will  urgently  need  an  expanded  Latin  Ameri¬ 
can  market  for  their  products,  since  productive 
capacity  has  been  greatly  increased  during  the  war. 
At  the  same  time,  Latin  American  exchange  bal¬ 
ances  have  grown  in  unprecedented  fashion,  and  a 
considerable  backlog  of  demand  for  all  sorts  of 
goods  has  been  built  up  because  of  wartime  restric¬ 
tions  and  transportation  difficulties.  But  although 
the  immediate  outlook  for  United  States  post-war 
trade  with  the  countries  to  the  south  seems  ex¬ 
traordinarily  favorable,  some  uncertainties  cloud 

I.  H.  P.  Whiddcn,  Jr.,  "U.S.  Foreign  Trade  and  World  Econ¬ 
omy,”  Foreign  Policy  Reports,  August  i,  1944. 


the  prospect  of  establishing  a  permanent,  two-way 
trading  relationship.  | 

LATIN  AMERICA  IN  TRANSITION 

Not  the  least  of  these  uncertainties  is  the  extent 
to  which  the  transition  from  war  to  peace  may  be 
affected  by  change  in  the  basic  pattern  of  Latin 
America’s  economic  life  as  a  result  of  diversifica¬ 
tion.  If  it  is  at  all  possible  to  speak  of  Latin  Amer¬ 
ica  as  a  homogeneous  unit,  it  is  because,  as  a  whole, 
its  economy  has  been  characterized  by  extreme 
specialization  in  the  production  of  a  few  primary 
commodities  for  export;  and,  as  a  consequence,  it 
is  highly  vulnerable  to  fluctuations  in  the  world 
demand  for  these  products.  For  exports  account 
for  so  disproportionate  a  share  of  the  total  national 
income  of  a  country  like  Chile,  for  example,  that 
they  go  far  toward  determining  the  general  level  of 
prosperity.”  The  depression  brought  home  to  Latin 
America  the  lesson  that,  to  survive  such  recurring 
crises,  it  would  have  to  abandon  its  passive  func¬ 
tion  as  a  supplier  of  raw  materials  and  purchaser 
of  manufactured  goods,  and  undertake  domestic 
production  of  consumer  and  even  capital  goods. 
Development  of  the  manufacturing  industry  must 
be  accompanied  by  that  of  power  and  transporta¬ 
tion  facilities.  Ultimately,  of  course,  the  countries  I 
to  the  south  are  working  toward  greater  utilization 
of  all  their  resources  in  an  effort  to  correct  the 
present  lack  of  balance  in  the  economic  structure. 
Only  thus,  it  is  felt,  can  permanent  economic  sta¬ 
bility  be  assured.  There  is  no  indication,  however, 
that  Latin  Americans  consider  industrialization  a 
panacea  for  all  their  economic  ailments.  It  is  gen¬ 
erally  admitted  that  for  .some  years  to  come  Latin 
America  will  continue  to  be  a  raw  material-pro- 

2.  It  may  nf)t  be  going  t(>o  far  to  say  that  such  countries  de¬ 
pend  almr)st  solely  on  their  exports,  which  play  the  income¬ 
determining  role  in  the  economic  structure  that  savings  and 
investment  do  in  the  more  balanced  economies  of  industrial 
powers.  I'or  discussion  of  the  role  of  exports,  see  (Icorge  Soule, 
l)a'  id  h'.fron,  and  N.  T.  Hess,  Latin  America  in  the  Future 
World  (New  York,  Farrar  and  Rinehart,  1945),  pp.  105-10. 
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ducing  region,  and  that  whatever  industrialization 
takes  place  must  be  along  lines  which  present  the 
most  favorable  prospects  with  respect  to  domestic 
resources  and  needs.^ 

World  economic  difficulties  have  forced  Latin 
America  to  attempt  to  emerge  from  its  “colonial” 
status,  and  the  ultimate  success  of  any  measures 
it  may  adopt  to  this  end  will  depend  on  the  prompt 
achievement  of  world  economic  equilibrium.'*  If 
its  resources  are  to  be  developed  efficiently  with  a 
view  to  achieving  a  more  balanced  economic  life, 
the  region  must  be  assured  both  continued  access 
to  world  markets  and  an  inflow  of  foreign  capital 
into  constructive  projects.  Latin  America,  for 
some  years  to  come,  will  be  dependent  on  long¬ 
term  loans  for  the  purchase  of  capital  equipment 
necessary  for  its  development  programs.  The  ex¬ 
tent  to  which  these  needs  may  lead  to  extensive 
commercial  and  financial  dealings  with  the  United 
States  will  be  largely  determined  by  world  eco¬ 
nomic  developments.  But  the  extension  of  inter- 
American  trade  will  also  depend  on  the  inclina¬ 
tion  and  ability  of  the  United  States  to  accom¬ 
modate  itself  to  and  foster  new  trends  in  the  eco¬ 
nomies  of  its  neighbors,  as  well  as  the  existence 
in  Latin  American  nations  of  sound  fiscal  and 

I  monetary  policies  and  a  cordial  attitude  toward 

j  foreign  capital,  experience  and  technology. 

I  WAR’S  EFFECT  ON  ECONOMY 

I  World  War  II  has  accelerated  economic  activity 
in  some  of  these  countries  to  the  proportions  of  a 
boom.  Although  Latin  America,  as  a  whole,  will 
emerge  more  prosp>erous  than  before  the  war  in 
terms  of  foreign  purchasing  power,  the  past  five 
years  have  altered  the  economic  structure  to  the 
extent  that  far-reaching  readjustments  will  be  nec¬ 
essary  in  the  transition.  Characteristic  of  wartime 
changes  have  been  the  concentration  on  produc¬ 
tion  of  strategic  materials;  a  shift  in  the  direction 
of  trade;  and  economic  diversification  enforced 
by  the  progressive  elimination  of  former  sources 
of  imported  foodstufTs  and  manufactured  goods.*'^ 

To  supply  war-created  demand  for  essential  min¬ 
erals  and  tropical  products,  certain  Latin  Ameri¬ 
can  countries  either  expanded  production  or  cre¬ 
ated  new  export  industries.  The  various  govern¬ 
ments  encouraged  production  by  offering  a  variety 

3;  R.  S.  Smith,  “Latin  America  in  the  Post-War  World,”  For¬ 
eign  Commerce  Weekly  (Washington,  D.C.),  July  22,  1944, 
P-  41- 

4.  But,  at  the  same  dme,  favorable  international  condidont 
may  tempt  some  Latin  American  countries  to  revert  to  reliance 
on  exiwrt  trade,  rather  than  proceed  with  development  programs 
drawn  up  under  wartime  stresses. 

5-6.  For  discussion  of  the  direction  of  Latin  American  trade 
in  the  pre-war  and  war  periods,  see  p.  28. 


of  incentives:  premium  payments,  facilitation  of 
credits,  gifts  of  seeds,  and  loans  of  equipment 
and  technical  experts.’  ®  As  a  result,  prcxluction 
levels  rose  spectacularly  in  some  cases,  notably  in 
agricultural  commodities  in  which  certain  coun¬ 
tries  were  deficient;  in  mining,  too,  a  marked  ex¬ 
pansion  in  both  the  volume  and  variety  of  output 
took  place.  Production  of  mercury  rose  from  5 
to  10  per  cent  of  the  world  total;  tungsten  from 
10  to  20  per  cent;  and  antimony  from  50  to  75 
per  cent,  being  now  equivalent  to  total  pre-war 
world  production.^ 

As  one  by  one  Latin  America’s  pre-war  markets 
were  eliminated,  a  far  greater  proportion  of  its 
exports  were  taken  by  the  United  States,  where 
demand  for  essential  commodities  increased  with 
the  quickening  tempo  of  the  war  effort.  Not  all  of 
our  purchases  were  dictated  by  immediate  mili¬ 
tary  necessity,  however.  A  certain  proportion  was 
earmarked  for  stockpiles  to  prevent  reserves  from 
dwindling  to  the  danger  point.  Some  of  the  min¬ 
eral-purchase  contracts  were  preclusive,  carrying 
clauses  prohibiting  sale  to  enemies  of  the  United 
Nations.*”  A  number  of  these  contracts  have 
lapsed,  to  the  distress  of  the  industries  involved, 
or  will  gradually  taper  off.**  They  arc  not  likely  to 
be  renewed  when  more  economic  sources  of  such 
products  as  mercury,  rubber  and  tin  once  more  be¬ 
come  available  in  Europe  and  the  Far  East.  But 
it  is  to  be  noted  that  William  L.  Clayton,  Assistant 
Secretary  of  State,  assured  the  economic  commit¬ 
tee  of  the  Inter- American  Conference  on  Problems 
of  War  and  Peace,  meeting  in  Mexico  City  from 
February  21-March  8,  1945,  that  adequate  notice 
of  curtailment  or  termination  of  procurement  con¬ 
tracts  would  be  given  to  Latin  American  coun¬ 
tries.*’  In  addition,  he  held  out  the  hope  that  stock¬ 
piles  of  strategic  materials  might  be  maintained  in 
the  post-war  period,  thus  permitting  some  cur¬ 
rent  purchases.  Whether  Congress  will  authorize 
such  a  program  is  open  to  question.  Meanwhile, 
Latin  American  industries  are  faced  with  the  prob¬ 
lem  of  establishing  peacetime  markets  and  adjust¬ 
ing  production  and  prices  to  normal,  peacetime 
demand.  Added  also  to  the  difficulty  of  marketing 
the  product  of  overexpanded  war  industries  will  be 
the  perennial  problem  of  disposing  of  certain  com- 

7-8.  Seymour  Harris  (ed.).  Economic  Problems  of  Latin  Amer¬ 
ica  (New  York,  McGraw-Hill,  1944),  p.  58. 

9.  See  News  Reports  from  Latin  America,  ipccial  reprint  of 
articles  published  in  Business  Week  (Hew  York),  from  April  8 
to  Octo^r  7,  1944- 

10.  Henry  Chalmers,  “Wartime  Controls  and  Stimuli  Upon 
the  Foreign  Trade  of  Latin  America,  Section  2,”  Foreign  Com¬ 
merce  Weekly,  May  i,  1943. 

11.  For  the  situation  on  Chilean  copper  contracts,  see  New 
York  Times,  November  12,  1944. 

12.  Ibid.,  February  28,  1945. 
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modities  which  were  subject  to  overproduction 
before  the  war — cotton,  wheat,  coffee  and  sugar, 

OLD  DIFFICULTIES 

Many  of  the  marketing  problems  now  confront¬ 
ing  Latin  America  existed  before  1939.  Wartime 
stresses  cannot  be  minimized,  but  concern  with 
their  impact  should  not  obscure  consideration  of 
the  basic  economic  factors  operating  in  Latin 
America.  The  rise  in  cost-of-living  indices,  for  ex¬ 
ample,  is  often  cited  as  an  indication  of  the  way 
in  which  war  has  disrupted  Latin  American  econ¬ 
omies,  Actually,  however,  a  number  of  these  coun¬ 
tries  have  had  a  long  history  of  inflation.  After 
1931,  inflationary  processes  were  intensified  when 
the  collapse  of  world  markets  for  their  raw  ma¬ 
terials  caused  the  balance  of  payments  to  de¬ 
teriorate  and  led  to  drastic  restrictive  measures — 
including  exchange  controls  and  default  on  the 
foreign  debt — and  frequent  resort  to  borrowing 
from  central  banks.**  The  fundamental  weakness 
of  a  price  structure  closely  geared  to  a  precarious 
balance  of  payments  manifested  itself  again  in  the 
course  of  this  war,  although  for  different  reasons. 
Inflationary  forces  have  been  at  work  on  a  hemi¬ 
spheric  scale.  These  have  resulted  from  an  increase 
in  exports  and  shortages  of  imported  goods,  re¬ 
sulting  in  large  increases  in  the  volume  of  con¬ 
sumer-purchasing  power,  which  in  turn  was  ag¬ 
gravated  by  speculation.' 

Similarly,  it  would  be  difficult  to  maintain  that 
the  shift  toward  industrial  production,  noted  in 
almost  all  the  larger  Latin  American  countries, 
is  wholly  a  wartime  phenomenon.  It  is  true  that 
the  war  has  provided  a  tremendous  stimulus  to 
industry.  Between  1939  and  1943  Brazil’s  in¬ 
dustrial  employment  showed  an  increase  of  more 
than  50  per  cent.  Indices  of  industrial  production 
rose  19  per  cent  in  the  same  period  in  Argentina, 
13  per  cent  in  Chile,  and  15  per  cent  in  Mexico.'* 
Significantly,  a  few  countries  found  themselves 
able  not  only  to  meet  domestic  demand  for  cer¬ 
tain  manufactured  items,  but  to  export  to  neigh¬ 
boring  countries.  Argentina’s  manufactured  ex¬ 
ports,  for  example,  rose  from  2  to  nearly  20  per 
cent  of  its  total  exports  in  this  period. 

But,  for  reasons  previously  indicated,  efforts  to 
expand  domestic  industry  antedate  the  five-year 
period  of  the  war.  In  the  past,  Latin  American  in¬ 
terest  in  industrialization  has  always  accompanied 
a  curtailment  of  export  outlets.  Following  the  de- 

13.  See,  for  example,  P.  T.  Ellsworth,  Chile:  An  Economy  in 
Transition  (New  York,  Macmillan,  1945),  pp.  35-48. 

14.  Seymour  Harris,  “Price  Control  in  South  America,”  For¬ 
eign  Commerce  Weekly,  October  23,  1943. 

15.  News  Reports  from  Latin  America,  cited. 


pression,  certain  countries  deliberately  embarked 
on  policies  of  industrial  development.'^  In  gen¬ 
eral,  however,  industrial  activity  during  the  inter¬ 
war  years  extended  only  to  production  of  semi¬ 
manufactured  items,  such  as  processed  and  pack¬ 
aged  foodstuffs  and  raw  materials  for  export; 
local  service  undertakings,  such  as  power,  foun¬ 
dries,  and  construction;  and,  finally,  some  light 
industry.'^  In  1939,  therefore,  even  the  more  indus¬ 
trialized  countries  like  Argentina,  Brazil,  Chile 
and  Mexico  were  still  in  the  early  stages  of  transi¬ 
tion  from  a  semicolonial  to  an  industrial  economy. 

WAR  SPURS  INDUSTRIALIZATION 

Large-scale  industrial  development  received  new 
impetus  from  World  War  II.  Today,  however, 
more  comprehensive  planning  is  taking  the  place 
of  isolated  projects  hitherto  undertaken.  It  is  re¬ 
alized  that  the  essential  conditions  for  industrial 
expansion  must  first  be  created  and  credit  institu¬ 
tions  established  to  guide  and  foster  this  trend.'* 
Certain  limiting  factors  must  be  examined  and  im¬ 
proved  if  there  is  to  be  a  genuine  and  lasting  de¬ 
velopment  away  from  a  colonial  economy.  It  is 
recognized,  for  example,  that  lack  of  fuel  and 
power  resources,  of  transportation  facilities  link¬ 
ing  production  centers  with  shipment  points  and 
markets,  and  of  a  trained  labor  supply  with  high 
productive  capacity  and  technological  skill  arc 
serious  deterrents  to  long-term  industrialization. 

On  the  eve  of  the  war,  and  in  the  first  war  years, 
fairly  comprehensive  programs  were  drawn  up. 
In  1939  Mexico  initiated  a  six-year  plan  for  the  re¬ 
habilitation  and  development  of  industry.  In  the 
same  year  Chile,  a  food-importing  country,  an¬ 
nounced  a  six-year  program  of  agricultural  expan¬ 
sion  for  the  purpose  of  balancing  its  national  econ¬ 
omy.'^  Since  then,  such  projects  have  been  vastly 
elaborated.  Owing  to  the  exigencies  of  war,  many 
of  these  are  still  on  paper,  and  it  is  speculative 
whether  the  Latin  American  countries  in  their 
present  stage  of  economic  development  can  achieve 
the  sweeping  objectives  of  their  industrial  programs 
within  the  period  they  have  set  for  themselves. 
Mexico  has  under  way  a  ten-year  electrification 

16.  Ellsworth,  Chile:  An  Economy  in  Transition,  cited,  pp. 
25-32. 

17.  Soule,  Latin  America  in  the  Future  World,  cited,  pp.  102- 
103. 

18.  For  discussion  of  the  need  for  comprehensive  planning, 
see  Agenda  of  the  National  Peace  Planning  Commission  (Mex¬ 
ico  City,  mimeographed,  1944).  For  accounts  of  the  activities 
of  development  commissions  and  other  planning  and  credit 
agencies  in  Latin  America,  see  Rafael  Oreamuno,  “The  I.A.D.C 
Now,”  Foreign  Commerce  Weekly,  January  6,  19455 
Arthur  Whitaker  (ed.).  Inter- American  Affairs:  1943  (New 
York,  Columbia  University  Press,  1944),  pp.  124-39. 

19.  News  Reports  from  Latin  America,  cited. 
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I  program  which  will  cost  approximately  $6o  million. 
The  Mexican-American  Commission  for  Economic 
Cooperation  recently  announced  a  $385-million, 
post-war  industrial  program  to  expand  the  electri¬ 
cal,  steel,  rubber,  cement,  chemical,  textile,  sugar, 
alcohol,  and  pulp  and  paper  industries.  It  reported 
that  it  had  approved  58  projects  for  1944  alone, 
for  which  equipment  had  already  been  delivered 
or  was  in  the  process  of  manufacture.^® 

Chile  hopes  to  double  present  power  production 
by  1950  through  its  18-year,  $  15-million  electrifica¬ 
tion  program.  A  new  steel  mill  at  Concepcion, 
with  100,000  tons  capacity,  is  under  construction, 
i  It  will  specialize  in  light  structural  shapes,  rein¬ 
forcing  steel,  and  thin  sheets  and  plates.  On 
a  foundation  of  cheap  power  and  large  deposits 
of  sodium  nitrate  and  other  salts,  Chile  plans  to 
manufacture  glass,  dyes  and  chemicals;  and  lum¬ 
ber  and  fisheries  industries  will  be  further  ex¬ 
ploited.  Venezuela  launched  in  1942  a  $ioo-million, 
five-year  public  works  program,  including  water¬ 
works,  sanitation  and  housing  projects,  the  con¬ 
struction  of  highways  and  public  buildings,  and 
the  installation  of  industries. 

In  Argentina,  where  industry  already  plays  a 
prominent  part  in  the  economic  structure,  large- 
scale  industrialization  such  as  that  proposed  by 
former  Minister  of  Finance  Federico  Pinedo  has 
been  rejected  as  a  threat  to  the  traditional  bases 
of  Argentine  economy — agriculture,  stock  raising 
and  foreign  trade.^^  This  is  not  to  say  that  indus¬ 
trial  expansion  has  not  continued  during  the  pres¬ 
ent  conflict;  Argentine  industry  has  moved  to 
meet  current  shortages  of  manufactured  items, 
and  has  sharply  expanded  arms  production  in 
line  with  its  national  military  program.  But  ex¬ 
tensive  public  works  operations  for  the  post-war 
years  have  not  been  projected. 

Brazil  has  also  planned  an  extensive  program 
for  the  future.  Undertakings  aided  by  the  Brazil¬ 
ian  government  comprise  electrification,  exten¬ 
sion  and  improvement  of  railways — including  a 
line  westward  to  future  oilfields  in  Bolivia;  a 
highway  network  program;  construction  of  port 
works;  development  of  coal  mines  and  petroleum 
resources,  notably  the  petroleum  field  in  the  state 
of  Baia;  the  rubber  industry;  hydroelectric  power 
projects;  and  expansion  of  the  production  of  tex¬ 
tiles,  cement,  chemicals,  glass,  paper,  electric  equip- 

20.  “Report  of  Mexican-Amcrican  Commission  for  Economic 
Cooperation,”  Foreign  Commerce  Weekly,  February  to,  1945, 
p.  10. 

21.  Harris,  Economic  Problems  of  Latin  America,  cited,  pp. 

232-33- 

22.  "Argentina  in  1943,”  Foreign  Commerce  Weekly,  May  6, 
1944.  p.  8. 


ment,  food  processing,  aircraft  and  a  variety  of 
consumer  goods.  The  Volta  Redonda  steel  mill — 
already  under  construction  with  the  help  of  Export- 
Import  Bank  credits — with  its  related  enterprises, 
will  involve  an  expenditure  of  $75  million.^^ 

PROTECTION  OF  INDUSTRIES 

Even  if  the  new  industries  succeed  in  triumph¬ 
ing  over  conditions  which  have  hitherto  limited 
industrial  expansion,  it  is  doubtful  whether  do¬ 
mestic  demand  will  be  large  enough  to  sustain 
them.  It  seems  apparent,  even  from  a  cursory  sur¬ 
vey  of  industrial  planning  in  Latin  America,  that 
a  number  of  the  more  ambitious  projects  will 
meet  heavy  competition  from  the  great  industrial 
powers  unless  tariff  protected.  It  is  questionable, 
for  example,  whether  the  establishment  of  a  steel 
industry  in  both  Chile  and  Brazil  will  be  profitable 
in  view  of  the  possibility  that  steel  may  soon  be¬ 
come  another  commodity  subject  to  overproduction. 
In  the  interest  of  long-range  development,  Latin 
American  governments  feel  justified  in  protecting 
these  new  industries  until  they  are  on  their  feet, 
and  in  this  they  are  supported  by  the  “infant  in¬ 
dustry”  argument.  Their  representatives  left  the 
door  open  to  this  action  at  the  Mexico  City  Con¬ 
ference  on  Problems  of  War  and  Peace,  where 
strong  opposition  was  manifested  toward  the 
United  States  proposal  to  reduce  tariff  barriers. 
The  resolution  finally  adopted  was  considerably 
weakened,  providing  only  for  finding  “interna¬ 
tional  formulae  to  reduce  all  barriers  detrimental 
to  trade  between  nations  in  accordance  with  the 
purpose  of  assuring  .  .  .  the  sound  development 
of  their  economies.”*"^  The  possibility  must  not  be 
overlooked,  of  course,  that  under  protection  many 
uneconomic  developments  will  be  artificially  sus¬ 
tained.^’  Those  industries,  too,  which  have  ac¬ 
quired  markets  abroad,  such  as  cotton  textiles  and 
ceramics,  will  be  especially  hard-hit  by  the  re¬ 
newal  of  American  and  European  competition  on 
a  mass-production  basis.  That  Latin  American  gov¬ 
ernments  intend  to  safeguard  their  export  trade  by 
preferential  tariffs  and  bilateral  agreements  is  in¬ 
dicated  by  the  recent  agreement  between  Argen¬ 
tina  and  Brazil,  whereby  each  will  grant  free 
entry  for  a  period  of  ten  years  to  the  products  of 
the  other’s  new  industries.’^ 

23.  “Latin  America  as  a  Market  for  Government  Stocks  of 
Machinery  and  Equipment”  (Washington,  Office  of  the  Coordi¬ 
nator  of  Inter- American  Affairs,  mimeographed,  1945). 

24.  Diario  dc  la  Conjerencia  Intcramericana  sobre  Problemas 
de  la  Guerra  v  de  la  Paz  (Mexico,  D.F.),  March  8,  1945. 

25.  H.  C.  Wallich,  "TTie  Outlook  for  Latin  America,”  Flar- 
vard  Business  Review  (Cambridge,  Mass.),  Autumn  1944,  p.  66. 

26.  Harris,  Economic  Problems  of  Latin  America,  cited,  pp. 
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LATIN  AMERICAN  CAPITAL  NEEDS 

The  problem  of  financing  these  extensive  devel¬ 
opment  programs  is,  of  course,  of  first  importance. 
Estimates  of  Latin  American  capital  needs  differ. 
One  authority  suggests  that  these  countries  could 
easily  use  $5  to  $6  billion  in  the  first  post-war 
decade,  of  which  $3  to  $3.5  billion  would  come 
from  foreign  sources  and  the  remainder  from  in¬ 
ternal  savings.^^  This  amount,  it  is  said,  would 
cover  a  great  variety  of  projects,  ranging  from 
transportation  and  communication  to  colonization 
and  resettlement.  Another  calculation  assumes  that 
needs  for  industrial  expansion  and  replacement  of 
depreciated  and  obsolete  capital  equipment  com¬ 
bined  may  amount  to  as  much  as  $9.8  billion  in 
the  ten  years  following  the  war.^® 

If  the  most  optimistic  calculations  of  the  various 
Latin  American  governments  were  made  public, 
the  aggregate  amount  of  domestic  and  foreign 
capital  necessary  might  reach  an  even  higher  fig¬ 
ure.  For  example,  purchases  of  capital  equipment 
under  Mexico’s  $385-million  industrial  program 
would  comprise  $94  million  in  1945-47,  and  $43 
million  in  1948.^^  The  Brazilian  Coordinator  of 
Economic  Mobilization  recently  declared  that  plans 
for  the  industrial  development  of  that  country 
would  require  from  $2.5  to  $4  billion  within  the 
next  decade.^°  But  estimates  of  this  type,  it  would 
be  well  to  add,  are  merely  statistical  projections 
and  do  not  take  into  account  the  practical  difficul¬ 
ties  involved  in  acquiring  and  wisely  allocating 
these  amounts. 

EXCHANGE  RESERVES 

Latin  America  must  weigh  its  long-term  capital 
needs  against  its  current  assets  and  prospects  of 
foreign  borrowing.  As  the  war  ends,  it  is  in  an 
extremely  comfortable  position  with  regard  to  its 
international  means  of  payment.  At  the  close  of 
1943  its  holdings  of  gold  and  exchange  abroad  to¬ 
taled  $2,697  million  and  it  is  estimated  that,  unless 
United  States  imports  of  raw  materials  have  been 
considerably  reduced,  holdings  by  the  end  of  1944 
probably  totaled  from  $3.5  to  $4  billion.**  The 
bulk  of  these  balances — chiefly  gold  and  dollars, 
except  in  Argentina — are  held  by  South  Ameri¬ 
can  countries  rather  than  those  of  Central  Amcr- 

27.  Eugene  Staley,  World  Ecottomic  Development  (Montreal, 
International  Labor  Office,  I944)>  P*  75* 

28.  "Latin  America  at  a  Market  for  Government  Stock*  of 
Machinery  and  Equipment,”  cited,  p.  2. 

29.  It  was  stated  that  the  purchase  of  this  equipment  is  being 
Enanc^  entirely  by  private  enterprise,  preponderandy  Mexican 
except,  of  course,  in  the  case  of  public  works. 

30.  "Latin  America  as  a  Market  for  Government  Stocks  of 
Machinery  and  Equipment,”  cited,  p.  14. 

31.  News  Reports  from  Latin  America,  died. 


ica,  although  Mexico  and  Cuba  also  possess  sub¬ 
stantial  balances  abroad.  Argentina’s  buying  power 
ranks  first;  at  the  close  of  1944  that  country,  with 
more  than  a  third  of  the  total,  and  Brazil,  with 
perhaps  $550  to  $600  million,  together  accounted 
for  more  than  half  of  Latin  America’s  balances 
abroad.  These  reserves,  it  is  generally  believed,  will 
go  far  toward  cushioning  post-war  readjustments 
and  the  purchase  of  capital  equipment. 

It  is  hardly  likely,  however,  that  these  amounts 
are  destined  to  underwrite  foreign  purchase  pro¬ 
grams  in  their  entirety.  There  are  other  financial 
obligations,  both  of  an  external  and  internal  na¬ 
ture,  to  be  met  first.  If  reports  from  Brazil  and 
Argentina  are  indicative  of  future  policy,  a  con¬ 
siderable  portion  of  these  reserves  will  be  held  for 
exchange  stabilization,  currency  backing,  nation¬ 
alization  of  foreign-owned  property,  and  the  like. 
According  to  studies  made  by  the  Brazilian  Min¬ 
istry  of  Finance,  requirements  against  the  holdings 
of  $518  million — which  had  been  accumulated  at 
the  time  the  report  was  issued — amount  to  $378 
million:  $100  million  for  exchange  stabilization; 
$25  million  for  urgent  remittances  of  refugee  capi¬ 
tal;  $138  million  for  minimum  gold  backing  for 
note  circulation;  $90  million  for  imports  of  ma¬ 
chinery,  equipment  and  installations;  and  $25 
million  for  imports  of  durable  consumer  goods. 
This  will  leave  a  surplus  of  $140  million,  hut  ob¬ 
ligations  such  as  lend-lease,  service  of  the  foreign 
debt,  amortization  of  Export-Import  Bank  loans, 
shipping  services,  remittances  of  earnings  on  for¬ 
eign  capital  invested  in  Brazil,  and  other  invisible 
debit  items  may  reduce  this  sum  considerably.  If 
the  surplus  were  used  for  additional  imports,  how¬ 
ever,  the  total  earmarked  for  foreign  purchases— 
$250  to  $300  million —  would  not  be  much  in  ex¬ 
cess  of  Brazil’s  total  1938  imports  which,  at  low 
pre-war  prices,  amounted  to  $295  million. 

POST-WAR  “spending  SPREe”? 

In  considering  further  the  allocation  of  exchange 
reserves,  the  pressure  that  will  be  exerted  by  the 
public  for  all  types  of  consumer  goods  cannot  be 
underrated.  Five  years  of  privation  have  built  up  a 
tremendous  demand  for  radios,  household  appli¬ 
ances,  automobiles,  etc.,  which  will  not  easily  be 
controlled.  For  the  Latin  American  consumer  the 
post-war  period  will  begin  when  these  goods  and 
the  ships  to  carry  them  are  once  more  available. 
It  may  be  possible  to  curb  this  demand  by  insti¬ 
tuting  strict  exchange  controls  which  discriminate 
in  favor  of  those  desiring  to  buy  capital  equip¬ 
ment.  Furthermore,  Latin  American  governments 
might  take  the  extreme  step  of  depreciating  their 
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currencies  to  serve  the  double  purpose  of  promot¬ 
ing  exports  and  making  imports  prohibitive  in 
price.  Exchange  controls  would  be  decidedly  un¬ 
popular,  and  public  opinion  would  be  mobilized 
to  prevent  their  realization.  Nevertheless,  despite 
the  fact  that  cooperative  action  was  advocated  at 
the  Conference  of  Commissions  of  Inter- American 
Development  to  reduce  the  necessity  for  exchange 
1  controls,^’  it  seems  likely  that  they  will  be  retained 

I  for  some  time  at  least.  The  Peruvian  government, 
bv  its  recent  imposition  of  curbs  on  the  importa¬ 
tion  of  luxuries,  has  joined  the  ranks  of  govern- 
1  ments  intending  to  maintain  tight  control  over  im- 
I  port  and  export  activities  in  the  transition  period.^^ 

:  Fortuitous  circumstances,  in  any  case,  may  op- 

^  crate  to  prevent  full  satisfaction  of  consumer  needs. 

;  It  is  problematical  whether  the  United  States  will 
i  be  in  a  position  immediately  to  supply  all  of  Latin 
America’s  demands,  either  for  consumer  or  capi¬ 
tal  goods.  In  this  context,  it  is  to  be  noted  that 
Director  of  War  Mobilization  James  Byrnes,  on 
I  March  ii,  announced  the  creation  of  an  inter- 
i  agency  committee  to  review  American  export  com- 

Imitments  in  the  light  of  domestic  and  foreign  re¬ 
quirements.^**  Much  depends  on  how  swiftly  this 

I  country  can  reconvert  to  civilian  production,  and  on 
its  productive  capacity;  how  long  wartime  controls 
overprices  and  distribution  will  be  retained;  how 
government  stocks  of  machinery  will  be  distrib¬ 
uted;  and  what  proportion  of  these  will  be  ear¬ 
marked  for  Latin  America  as  compared  with 
devastated  Europe  and  Asia.  At  the  Mexico  City 
Conference,  Latin  American  delegates  evinced  their 
!  concern  that  capital  equipment  would  not  be  made 

I  available  to  them  by  insisting  that  the  principle  of 
qual  access  to  producers’  goods  be  included  in  the 
Economic  Charter. 

Latin  America  is  in  the  market  for  equipment 
ranging  from  hospital  trains  and  LST  types  of 
boats  for  river  transport  to  simple  tools,  such  as 

I  shovels,  axes  and  machetes.  The  report  of  the  Co¬ 
ordinator’s  Office  to  the  Senate  Military  Affairs 
Committee  estimates  that  in  the  next  four  years 
perhaps  6o  per  cent  of  Latin  American  require¬ 
ments  for  used  equipment — valued  at  $720  million 
-could  be  met  from  surplus  government  stocks.*"* 

I  After  this  period  the  demand  for  used  equipment 
will  decline  as  new  material  becomes  available  in 
larger  quantities.  The  report  adds,  however,  that  “it 

3J.  Proceedings  of  the  Conference  of  Commissions  of  Inter- 
American  Development  (Washington,  Inter- American  Develop¬ 
ment  G>mmission,  1944),  p.  14. 

33-  New  Yorl(  Timet,  February  15,  1945. 

33*-  Business  Weel^,  March  17,  1945,  p.  113. 

34.  “Latin  America  as  a  Market  for  Government  Soocks  of 
I  Machinery  and  Equipment,*'  cited,  p.  3. 


appears  likely  that  the  total  quantity  of  equipment 
[presumably  new]  required  from  the  United  States 
will  increase  progressively  because  of  the  time 
needed  to  develop  essential  plans;  because  the 
United  States  will  be  better  able  to  supply  equip¬ 
ment  after  the  pericxl  of  reconversion.”**  As 
for  methods  of  financing  the  sale  and  export 
of  this  material,  the  report  recommended  it  be 
handled  through  regular  export  channels,  save  in 
the  case  of  certain  types  of  heavy  military  equip¬ 
ment  for  which  there  are  no  established  distribu¬ 
tion  facilities.  It  states  that  for  many  of  the  transac¬ 
tions  credits  must  be  extended,  and  urges  that 
Export-Import  Bank  funds  be  drawn  upon  for 
this  purpose. 

DEVELOPMENT  LOANS 

The  difference  between  any  estimate  of  post¬ 
war  capital  needs  and  the  actual  means  of  pay¬ 
ment  possessed  by  Latin  American  countries,  ^er 
essential  debit  items  have  been  subtracted,  sug¬ 
gests  that  considerable  foreign  capital  will  be 
needed  to  underwrite  much  of  Latin  America’s 
industrial  development  programs.  Even  those  mod¬ 
est  projects  which  can  be  undertaken  in  the  first 
years  after  the  war  will  require  foreign  assistance. 
With  the  possible  exception  of  Argentina,  then,  the 
Latin  American  countries  anxious  to  industrialize 
must  expect  an  increase  in  foreign  indebtedness 
above  prewar  levels.*^  It  has  already  been  noted 
that  a  number  of  developmental  projects  were  un¬ 
dertaken  during  the  war  with  the  aid  of  Export- 
Import  Bank  loans  and  grants  from  other  United 
States  government  agencies — the  Defense  Supplies 
Corporation  and  the  Rubber  Reserve  Company. 
But  these  credits  were  extended  in  order  to  finance 
production  of  materials  essential  to  the  prosecu¬ 
tion  of  the  war  and  destined  for  the  use  of  the 
United  Nations.  According  to  one  analysis,  these 
grants  are  frankly  foreign-oriented,*^  committing 
the  borrower  to  export  the  product.  In  so  far  as 
they  help  to  lay  the  bases  of  modest  industrializa¬ 
tion,  of  course,  they  do  have  a  bearing  on  post-war 
national  economic  development.  The  extension  of 
a  $i4-million  credit  to  Brazil  for  the  exploitation 
of  the  Itabira  iron  mines  was  an  arrangement  of 
this  character.  Export-Import  Bank  grants  to  the 
various  national  development  corporations,  how¬ 
ever,  fall  into  a  different  category.  Their  object 
is  to  encourage  new  enterprises  so  as  to  decrease 
the  present  one-sided  dependence  on  exports  of 
many  Latin  American  countries,  and  only  as  they 
strengthen  the  continental  economy  can  they  be 

35.  Ibid.,  p.  3. 

36.  Wallich,  “The  Outlook  for  Latin  America,"  cited,  p.  67. 

37.  Soule,  iMiin  America  in  the  Future  World,  cited,  p.  170. 
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interpreted  as  security  measures.^®  In  1940  the 
Export-Import  Bank  was  authorized  to  spend  up 
to  $500  million  to  assist  in  the  development  of 
the  resources  and  the  stabilization  of  the  econ¬ 
omies  of  the  Western  Hemisphere  countries,  and 
to  aid  in  the  orderly  marketing  of  their  products. 

Post-war  investment  in  Latin  America  is  likely 
to  be  dominated  by  public  lending  if  the  expanded 
policy  adopted  on  the  eve  of  the  war  by  the  Export- 
Import  Bank  and  the  creation  of  special  credit 
institutions  in  the  various  countries  is  any  indica¬ 
tion  of  the  future  role  of  public  investment.^’ 
Certain  types  of  activity  seem  to  be  increasingly 
the  province  of  public  investment  in  Latin  Amer¬ 
ica:  the  vast  electric  power  developments,  trans¬ 
port  construction,  and  housing  projects,  to  cite  a 
few.  These  undertakings  require  integration  on  a 
regional  basis.  Aid  for  such  activities  might  be  ob¬ 
tainable  from  the  Export-Import  Bank,  especially 
if,  as  appears  likely,  its  capitalization  is  increased. 
In  addition,  loans  for  industrialization  might  also 
be  forthcoming  from  the  International  Bank  for 
Reconstruction  and  Development  proposed  at  the 
Bretton  Woods  Conference.  These,  from  the  Latin 
American  viewpoint,  might  be  more  desirable  than 
direct  loans  or  credits  from  any  one  of  the  great 
powers. 

The  dominant  influence  of  public  agencies  in 
foreign  lending,  however,  will  by  no  means  crowd 
out  private  lending  in  the  post-war  years.  Some 
private  loans,  indeed,  have  been  guaranteed  by  the 
Export-Import  Bank,  and  the  proposed  Interna¬ 
tional  Bank  for  Reconstruction  and  Development 
may  follow  the  same  policy.  Within  the  frame¬ 
work  of  the  vast  development  plans  contemplated, 
too,  there  are  likely  to  be  many  outlets  for  private 
capital  anxious  to  share  in  the  enterprise.  But  cer¬ 
tain  limitations  on  this  type  of  activity  will  be  set 
by  the  stage  of  economic  development  achieved  in 
the  various  nations,  and  the  conditions  stipulated 
by  national  governments.  In  the  past  the  south¬ 
ward  flow  of  capital  has  gone  into  the  extractive 
industries — notably  oil,  copper  and  tin — in  search 
of  quick  profits.  The  large  element  of  risk  in¬ 
volved  has  given  rise  to  high  compensatory  rates 
of  interest.  This  type  of  lending  is  today  neither 
desirable  nor  desired,  for  Latin  America  is  not  a 
wholly  new  region  awaiting  foreign  capital  to  tap 
readily  accessible  wealth.  Indeed,  there  is  much  to 
be  said  for  the  view  that  those  countries  have  had 
an  excess  of  foreign  investment  in  the  inter-war 

38.  For  a  discussion  of  the  role  of  the  Export-Import  Bank,  see 
J.  C.  dcWilde,  "Economic  Projects  for  Hemisphere  Develop¬ 
ment,”  Foreign  Policy  Reports,  March  i,  1942. 

39.  P.  R.  Olson  and  C.  A.  Hickman,  Pan  American  Economics 
(New  York,  John  Wiley,  1943),  p.  200. 


and  war  years,  and  that  if  very  large  sums  are 
placed  in  Latin  America  in  the  post-war  decade  a 
repetition  may  be  expected  of  the  experience  of 
the  1920’s,  when  a  number  of  countries  were  forced 
to  default  on  their  foreign  debts.  Opportunities 
exist  for  both  domestic  and  foreign  exploitation 
but  only  if  balanced  economic  development  is 
planned.  If  prosperity  is  to  be  attained,  private  in¬ 
vestment  must  prove  its  essentiality  and  practical¬ 
ity  in  terms  of  the  country’s  general  development 
program,  offer  reasonable  interest  rates  and  amor¬ 
tization  terms,  show  some  concern  for  social  wel¬ 
fare,  and  invite  the  participation  of  the  people  of 
the  country. 

NATIONALISTIC  CURBS  ON  FOREIGN  CAPITAL 

In  the  past  decade  a  number  of  countries  have 
introduced  stringent  controls  over  the  business  ac¬ 
tivities  of  foreigners  within  their  borders.  The 
Brazilian  constitution  cf  1937  includes  a  formi¬ 
dable  list  of  restrictions.'*®  Foreigners  may  not  es¬ 
tablish  corporations  without  specific  governmental 
authorization.  Neither  may  they  constitute  more 
than  one-third  of  the  employees  of  any  industrial, 
commercial  or  public-utility  enterprise  unless  there 
is  an  acute  shortage  of  Brazilian  labor.  The  only 
exception  to  the  last  regulation  is  in  non-mineral 
extractive  industries,  and  rural  industries  process¬ 
ing  agricultural  products.  The  Mexican  govern¬ 
ment,  too,  fearful  of  a  heavy  influx  of  refugee 
capital,  recently  issued  a  decree  prohibiting  foreign 
investors  from  holding  a  majority  of  shares  in  en¬ 
terprises  established  in  that  country.**  Foreign 
capital  has  met  other  handicaps  in  Latin  America: 
discriminatory  taxation,  labor  legislation  bearing 
especially  hard  on  foreign  enterprises,  administra¬ 
tive  red  tape,  confiscation,  and  now  the  possibility 
of  state  competition.  American  businessmen  arc 
becoming  more  and  more  concerned  about  such 
nationalistic  controls,  which  seem  to  make  invest¬ 
ment  in  the  region  an  even  poorer  risk  than  here¬ 
tofore. 

The  underlying  motive  of  this  economic  na¬ 
tionalism — the  desire  to  free  the  nation’s  economy 
from  excessive  economic  specialization — is  under¬ 
standable.  But  Latin  Americans  sometimes  forget 
that  foreign  capital  has  provided  things  they  would 
not  otherwise  have  obtained.  Even  granting  the 
argument  advanced  by  some  Latin  American  econ¬ 
omists  that  the  United  States  in  the  post-war  period 
will  have  urgent  need  for  investment  outlets  if 
full  domestic  output  and  employment  are  to  be 

40.  Ck>nstitui(ao  dos  Estados  Unidos  do  Brasil  (Rio  dc  Janeiro, 
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41.  Excelsior  (Mexico  City)i  July  23,  1944. 
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achieved,  it  must  be  admitted,  at  the  same  time, 
tliat  the  Latin  American  nations  will  have  equal 
need  of  American  capital. 

HOW  CAN  LATIN  AMERICA  PAY? 

Huge  volumes  of  savings  available  for  invest¬ 
ment  exist  in  the  United  States.  Latin  American 
countries  are  eager  to  develop  manufacturing  en¬ 
terprises.  These  conditions  apparently  afford  the 
basis  for  mutually  profitable  financial  relations.  But 
the  amount  of  United  States  capital  exports  to  Latin 
American  countries  will  not  be  determined  solely 
by  that  region’s  capital  requirements.  Latin  Ameri¬ 
can  nations,  traditionally  debtors,  must  export  to 
service  their  foreign  loans;  and,  reduced  to  its 
simplest  terms,  exporting  to  repay  means  produc¬ 
ing  the  sort  of  goods  creditor  countries  are  willing 
to  receive.'*^  While  it  is  very  possible  that  the  con¬ 
templated  new  industries  may  help  greatly  in 
filling  consumer  needs  and  even  assume  impor¬ 
tance  in  intra-Latin  American  trade,  for  some  time 
to  come  Latin  America  will  be  a  region  produc¬ 
ing  chiefly  raw  materials.  As  far  as  its  post-war 
trade  with  the  United  States  is  concerned,  there¬ 
fore,  while  our  immediate  problem  may  be  that 
of  supplying  Latin  America’s  demand,  the  long¬ 
term  problem  will  be  stimulation  of  its  means  of 
payment. 

COMMODITY  SURPLUSES 

Long  before  the  war  a  number  of  commodities 
were  produced  by  Latin  American  countries  in 
quantities  which  exceeded  world  demand  at  ac¬ 
ceptable  prices.  In  addition,  the  war  created  new 
difficulties  as  fast  as  new  raw  material  exports 
were  established  or  old  ones  revived  and  expanded. 
In  the  United  States  the  war-fostered  production 
of  synthetics  and  the  creation  of  stockpiles  to  main¬ 
tain  domestic  reserves  have  made  the  marketing 
future  of  Latin  American  exports  even  more  com¬ 
plicated.  The  adjustment  of  these  difficult  ques¬ 
tions  will  determine  to  a  considerable  extent  the 
future  direction  of  Latin  American  trade.  In  the 
first  place,  the  prospect  of  surpluses  will  certainly 
confront  a  number  of  these  countries  some  time 
after  the  war,  even  assuming  that  during  the  ini¬ 
tial  period  of  reconstruction  there  is  a  European 
market  for  all  the  agricultural  commodities — at 
least— that  Latin  America  is  able  to  produce.'*^ 

4J-  Olson  and  Hickman,  Pan  American  Economics,  cited, 
P'  394- 

43-  This  period  is  likely  to  be  short,  inasmuch  as  purchasing 
pnwer  will  be  limited  and  relief  funds  not  indefinitely  avail- 
tble,  and  as  European  agricultural  production  can  be  fairly 
quickly  reestablished.  See  Harris,  Economic  Problems  oj  Latin 
•Itntrica,  cited,  pp.  69-91. 


25 

Although  international  agreements  to  regulate 
production  and  marketing  of  some  commodities, 
such  as  wheat,  coffee  and  sugar,  were  drawn  up 
before  or  during  the  war,  they  will  need  revision 
and  elaboration.  Little  advance  has  been  made  to¬ 
ward  international  collaboration  on  cotton,  but  a 
meeting  of  the  cotton-producing  nations  is  sched¬ 
uled  for  the  near  future  when,  it  is  expected.  United 
States  representatives  will  support  a  proposal  for 
multilateral  action  to  regulate  production  and  dis¬ 
tribution  of  this  commodity.  It  is  thought  that  such 
an  agreement  would  be  effective  in  eliminating  or 
reducing  this  country’s  cotton  subsidy,  which  is 
bitterly  resented  by  Latin  American  producers.^^* 
There  has  been  tremendous  wartime  expansion 
of  fibers,  fats  and  oil.  In  certain  minerals,  too, 
there  was  overproduction  before  the  war;  and 
the  yield  of  such  minerals  as  nickel  and  mica — 
which  can  be  produced  more  economically  in  other 
parts  of  the  world — has  been  increased.  The  post¬ 
war  disposal  of  mineral  surpluses,  however,  may 
be  eased  by  the  fact  that  Latin  American  pro¬ 
ducers,  because  of  their  small  number,  have  been 
able  to  join  in  private  international  agreements  to 
control  production  and  markets. 

If,  as  some  fear,  it  proves  difficult  to  find  world 
markets  commensurate  with  the  potential  produc¬ 
tive  capacities  of  Latin  America,'*'*  some  kind  of 
action  restricting  production  will  be  needed.  A 
new  international  approach  to  the  commodities 
problem  must  be  found  if  the  experience  of  the 
thirties,  with  wholesale  destruction  of  crops — 
notably  wheat,  corn  and  coffee — and  erection  of 
tariff  and  quota  barriers  is  not  to  be  repeated.  The 
United  States  stated  its  position  on  international 
commodity  agreements  in  the  draft  Economic 
Charter  presented  to  the  Mexico  City  Conference, 
where  it  proposed  “to  provide,  in  exceptional  cases 
of  important  primary  commodities  in  which  bur- 
den.some  surpluses  have  developed  .  .  .  appropriate 
means  for  the  solution  of  such  problems  by  agreed 
national  and  international  action  by  consuming 
and  producing  countries  looking  to  the  expansion 
of  consumption  and  readjustment  of  production, 
with  due  regard  to  the  interests  of  consumers  and 
producers  and  the  requirements  of  an  expanding 
world  economy.” 

SYNTHETICS  AND  STOCKPILES 

Many  of  Latin  America’s  raw  materials,  especial¬ 
ly  the  agricultural  commodities  of  the  temperate 
zone,  compete  in  foreign  trade  with  similar  prod¬ 
ucts  from  the  United  States.  Competition  was  in¬ 
tensified  when  this  government  embarked  on  the 

43a.  Journal  of  Commerce  (New  York),  March  15,  1945. 

44.  Harris,  Economic  Problems  oj  luitin  America,  cited,  p.  90. 


26 


CAN  LATIN  AMERICA  BUILD  A  NEW  ECONOMY? 


production  of  certain  synthetic  materials,  such  as 
nitrates  and  rubber,  destined  for  military  use.  In 
addition,  producers  of  light  metals — for  example, 
aluminum,  which  might  be  a  substitute  for  cop¬ 
per  in  certain  fields — made  great  progress  with 
the  help  of  federal  funds  during  the  war  period. 
Thus,  in  effect,  the  United  States  has  further  cur¬ 
tailed  the  possibilities  of  increased  inter-American 
trade;  what  is  more,  the  government  itself  has 
become  an  active  competitor  in  these  markets. 
Chileans,  who  are  esp>ecially  hard-hit  by  our  syn¬ 
thetic  production,  are  fearful  that  the  United  States 
will  transfer  its  defense  plants  to  private  inter¬ 
ests  at  less  than  their  commercial  cost,  thus  giving 
the  purchaser  what  amounts  to  a  subsidy  on  ni¬ 
trate  production."*’  Another  obstacle  to  trade  be¬ 
tween  the  Americas  is  constituted  by  United  States 
stockpiles  of  strategic  minerals,  which  might  be 
drawn  upon  so  extensively  in  the  p>ost-war  period 
as  to  preclude  the  need  for  purchases  abroad  for 
some  time  to  come,  and — Latin  Americans  fear — 
might  even  be  dumped  on  the  market  to  break 
prices."*^  If  Congress  authorizes  the  freezing  of 
stockpiles  of  such  critical  materials  as  oil,  copper, 
zinc  and  iron  ore,  however,  Latin  American  pro¬ 
ducers  will,  of  course,  benefit  by  continued  pur¬ 
chases. 

PROSPECTS  FOR  LATIN  AMERICA 

The  way  in  which  these  stubborn  marketing 
problems  are  solved  will  profoundly  affect  the  fu¬ 
ture  pattern  of  economic  progress  and,  at  the  same 
time,  the  entire  social  and  political  scene  in  Latin 
America.  Meanwhile,  the  position  of  leadership 
achieved  by  the  United  States  in  the  continental 
union  will  be  held  or  lost  dcjiending  on  the  gen¬ 
uineness  of  its  concern  over  Latin  America’s  eco¬ 
nomic  difficulties  and  the  aid  it  is  willing  and  able 
to  extend  to  tide  its  neighbors  over  the  uncertain 
years  ahead.  In  the  transition  period,  Latin  Amer¬ 
ica  may  take  one  of  three  courses — and  the  course 
adopted,  it  is  hardly  necessary  to  add,  will  inevi¬ 
tably  be  strongly  influenced  by  the  trade  policies 
of  the  major  powers. 

I.  BILATERALISM 

The  region  may  continue  in  the  direction  taken 
during  the  last  decade  before  the  war;  a  defensive 
bilateralism  inspired  by  the  world  economic 
cataclysm  and  designed  to  conserve  foreign  ex¬ 
change  and  counteract  the  effects  of  disappearing 
markets,  falling  export  prices,  flight  of  capital 
and  departure  from  the  gold  standard.  It  is  quite 

45.  Proceedings  of  the  Conference  of  Commissions  of  Inter- 
American  Development,  cited,  pp.  46-47. 

46.  Sec  p.  19. 


possible  that— owing  to  the  trade  policies  adopted  j 
by  European  countries,  the  loss  of  war  markets  1 
and  the  appearance  of  new  as  well  as  former  1 
sources  of  supply — Latin  American  countries  may  1 
be  forced  to  pursue  a  narrow,  “buy-from-those-  ( 
who-buy-from-us”  policy,  with  all  the  attendant 
discriminatory  arrangements  of  multiple-column 
tariffs,  exchange  controls  and  special  barter  deals,  j 

All  countries  which  formerly  had  important  1 
trade  relations  with  Europe  naturally  anticipate 
renewal  of  those  markets.  European  countries,  too,  I 
are  looking  forward  to  reentering  international  | 
markets;  and  if — as  seems  likely  in  Britain’s  case,  j 
at  least — trade  is  conducted  under  government  I 
supervision,  they  will  be  strongly  tempted  to  adopt  I 
bilateralism  in  order  to  promote  their  vital  export  I 
trade.  If  the  Latin  American  governments  sell 
more  to  European  countries  than  they  purchase, 
they  will  have  little  alternative  but  to  accept  such  ! 
clearing  arrangements  as  the  latter  propose.  And,  1 
from  the  standpoint  cf  some  Latin  Americans,  1 
close  relations  with  a  prosperous  country,  or  group  j 
of  countries,  might  be  safer  than  reliance  on  the  | 
fluctuations  of  an  open  market.^’  | 

No  revolutionary  change  may  be  expected  in  the  j 
direction  of  Latin  America’s  trade,  but  a  sharper  j 
demarcation  between  the  areas  oriented  toward  j 
the  frec-entcrprisc  system  of  the  United  States 
and  those  trading  bilaterally  with  Europe  and  | 
Asia.  The  Caribbean  area,  being  essentially  com-  I 
plcmcntary  to  the  United  States,  might  be  drawn 
even  more  strongly  into  the  economic  orbit  of  I 
this  country.  Those  South  American  countries  on  | 
the  east  coast  whose  exchange  balances  are  large-  | 
ly  in  sterling  would  trade  more  heavily  with  j 
Europe,  Britain  and  the  sterling  area  (particu-  t 
larly  if  Britain  converted  these  holdings  into  long-  | 
term  obligations).  The  mineral-producing  coun-  | 
tries  on  the  west  coast  and  Brazil  might  remain  I 
divided  in  their  trade  allegiances.  Industrial  dc-  | 
vclopment  would  continue  with  the  emphasis  not  | 
on  achieving  a  more  adequately  balanced  economy, 
but  rather  on  insulating  national  economy  against  j 
international  stresses  by  forcing  domestic  produc-  | 
tion  of  goods  previously  obtained  abroad.  Stand-  j 
ards  of  living  would  be  sharply  depressed  in  the  * 
pursuit  of  this  end,  with  far-reaching  repercussions  1 
on  political  and  social  conditions.  I 

2.  REGIONAL  TRADING  BLOCS  j 

Alternatively,  the  proposal  was  often  advanced  | 
in  the  critical  years  of  the  war  that  Latin  Ameria 
join  with  the  United  States  in  making  the  Western 
Hemisphere  a  closely  knit  economic  unit.  There  ^ 

47.  Wallich,  "The  Outlook  for  Latin  America,”  cited,  pp-  | 

73*74.  I 
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1  are  still  some  proponents  of  this  course  among 
5  •  Latin  Americans,  who  cite  the  considerable,  if 

r  Jelicately  balanced,  prosperity  which  war  and  a 
’  degree  of  regional  self-sufficiency  brought  to  their 
countries.  In  the  United  States  some  spokesmen 
t  advocate  such  a  bloc  on  grounds  of  national  se- 
I  curity.  This  would  connote  far-reaching  adjust¬ 

ments,  particularly  in  this  country,  for  the  United 
t  5tates  would  then  continue  to  buy  in  Latin 

-  America  the  products  it  had  formerly  purchased  in 

,  the  Far  East."*® 

1  In  this  case,  the  United  States  would  have  to 
)  abandon  its  traditional  policy  of  equality  of  access 

t  '  to  markets  and  materials,  and  establish  some  sort 
t  of  preferential  treatment  for  Latin  American  coun- 

t  tries  at  the  expense  of  non-American  countries.'*^ 

I  Its  proponents  say  this  policy  would  prove  a  seri- 

,  ous  warning  to  potential  aggressors  and  make  pos- 

>  sible  the  continuation  of  purchases  from  Latin 

>  America  at  a  wartime  level.’®  It  is  true  that,  as  a 

>  temporary  measure,  the  allocation  of  import 

*  quotas  for  Latin  America’s  war-expanded  produc- 

•  tion  of  critical  materials  might  considerably  soften 
termination  of  our  strategic  buying  and  ease  re¬ 
sultant  political  tensions  in  that  region.  But,  if 
preferential  treatment  were  espoused  by  the  United 

I  States  as  a  permanent  program,  it  would  necessitate 
a  complete  revamping  of  its  world  economic  pol¬ 
icy.  What  is  far  more  likely  to  occur  is  the  adop¬ 
tion  by  pairs  or  groups  of  neighboring  Latin  Amer- 
[  ican  countries  of  exclusive  trade  advantages  on 

limited  lists  of  specific  products — as  a  first  step  to¬ 
ward  regional  customs  unions.  To  protect  and 
expand  their  newly  created  intra-Latin  American 
‘  trade,  some  states — notably  Argentina —  feel  that 
special  preferential  arrangements  are  justifiable. 

3.  A\  INTEGRAL  PART  OF  WORLD  ORDER 

Those  who  support  cither  of  the  extreme  courses 
discussed  above  would  probably  agree  that,  if  it 
could  be  brought  about,  the  future  of  Latin  Amer¬ 
ica  would  be  worked  out  to  far  greater  advantage 
in  an  integrated  world  economy.  It  is  clear  that 
Latin  America  in  the  post-war  pericxl  will  be 
faced  with  major  economic  adjustments  for  which 

48.  Carlos  Davila  and  Clarence  Senior,  Latin  America  and  the 
Good  Keighhor  Policy  (New  York  University,  Institute  on  Post¬ 
war  Reconstruction,  December  20,  1944),  pp.  218-31. 

49-  A  formula  permitting  the  extension  of  exclusive  advan¬ 
tages  by  contiguous  or  neighboring  countries  was  actually 
worked  out  and  recommended  for  further  study  at  the  Pan- 
American  Conference  in  Montevideo  in  1933.  See  Harris,  Eco¬ 
nomic  Problems  of  Latin  America,  cited,  pp.  219-20. 

I  50.  Proceedings  of  the  Conference  of  Commissions  of  Inter- 
American  Development,  cited,  p.  47. 
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there  are  no  swift,  easy  remedies.  As  a  region  pro¬ 
ducing  raw  materials  for  export,  the  speedy  re¬ 
establishment  of  international  economic  equilibri¬ 
um  is  of  first  importance  for  the  countries  to  the 
south.  The  interchange  of  raw  materials  and  man¬ 
ufactured  goods  will  not  be  an  automatic  process, 
however,  unless  the  great  powers  adopt  liberal 
trade  policies  and  agreements  looking  toward  the 
reduction  of  barriers  to  international  trade,  and 
display  a  cordial  attitude  toward  the  development 
of  balanced  economies  in  the  Latin  American 
countries  by  the  facilitation  of  long-term  loans.  In 
this  connection,  too,  much  depends  on  the  adop¬ 
tion  of  policies  tending  to  promote  full  employ¬ 
ment  in  the  United  States  and  Britain,  for  then 
there  will  be  increased  demand  for  Latin  Amer¬ 
ica’s  minerals  and  foodstuffs.  At  the  same  time, 
buying  power  will  be  created  in  Latin  American 
nations  for  the  industrial  equipment  they  are 
anxious  to  purchase — and  which  the  countries  ex¬ 
porting  manufactures  are  no  less  anxious  to  sell 
them. 

The  Latin  American  countries,  for  their  part, 
will  have  to  assume  their  share  of  responsibility 
in  this  international  cooperative  enterprise  by  do¬ 
ing  all  within  their  power  to  develop  and  utilize 
their  economies.  If  industrialization  is  econom¬ 
ically  feasible,  it  should  be  encouraged  in  every 
possible  way;  and  one  way  would  be  to  permit 
foreign  capital  and  foreign  technicians  to  partici¬ 
pate  on  equal  terms  with  domestic  capital  and  their 
own  people.  Foreign  investment  will  also  be  stim¬ 
ulated  by  the  adoption  of  sound  fiscal  and  mone¬ 
tary  measures. 

The  United  States  has  both  a  political  and  an 
economic  stake  in  the  future  well-being  of  its 
neighbors.  Increased  purchasing  power  in  Latin 
America  will  mean  increased  trade  between  the 
Americas  and  a  fuller  realization  of  our  potential 
productive  capacity.  Thus  the  interest  of  the 
Latin  American  countries  in  achieving  a  better 
balance  in  their  economies  is  paralleled  by  our 
interest.  This  country,  by  contributing  its  capital, 
technological  skills  and  equipment,  can  strengthen 
the  entire  fabric  of  inter-Americanism  and,  by  so 
doing,  strengthen  itself  in  the  post-war  world.  That 
this  program  is  to  be  undertaken  was  reflected  by 
the  cooperative  proposals  which  United  States  rep¬ 
resentatives  at  the  Mexico  City  Inter-American  Con¬ 
ference  offered  in  an  attempt  to  meet  many  Latin 
American  problems,  both  those  of  a  long-term  na¬ 
ture  and  those  which  will  arise  in  the  period  im¬ 
mediately  after  the  end  of  the  war. 
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Latin  American  Trade  in  Pre-War  and  War  Periods 

By  O.  K.  D.  Ringwood  and  Olive  Holmes 


Latin  America  built  its  foreign  trade  on  a  basis 
of  exchanging  raw  materials  for  manufactures 
and,  prior  to  1939,  could  be  arbitrarily  divided  into 
four  great  regions  on  the  basis  of  trade  distribu¬ 
tion.  The  Caribbean,  producing  mainly  commodi¬ 
ties  complementary  to  those  of  the  United  States, 
traded  largely  with  this  country.  In  contrast,  the 
temperate-zone  countries  on  the  east  coast  of  South 
America  were  strongly  oriented  toward  the  three 
major  European  traders,  Britain,  France  and  Ger¬ 
many.  The  mineral  economies  of  the  third  and 
fourth  regions — the  west  coast  countries  of  South 
America  and  Brazil — were  pulled  in  two  direc¬ 
tions,  with  a  slight  edge  in  favor  of  Europe. 

In  the  first  fifteen  months  following  the  out¬ 
break  of  World  War  II,  total  exports  of  the  Latin 
American  nations  declined  from  $1,925  million  in 
1939  to  $1,762  million  in  1940.  Increased  demand 
on  the  part  of  the  United  States  and  Britain  offset 
the  loss  of  markets  on  the  European  continent 
for  minerals,  hides,  wool  and  meat  products;  but 
for  some  agricultural  products  no  compensatory 
markets  were  found.  In  1941  the  United  States 
undertook  a  huge  defense  program,  and  its  pur¬ 
chases  of  strategic  materials  then  and  subse¬ 
quently  were  instrumental  in  causing  an  increase 
in  total  Latin  American  exports  from  $1.6  bil¬ 
lion  in  1938  to  $2.6  billion  in  1943. -Exports  to 
the  United  States  more  than  doubled  in  value 
during  this  period,  reflecting  an  increase  over 
pre-war  prices;  and  our  share  in  the  total  ex¬ 
port  trade  of  the  Latin  American  countries  rose 
from  33  to  56  per  cent.  Throughout  this  time. 


exports  to  Britain  remained  rather  constant  in 
terms  of  value,  and  its  share  in  the  export  trade 
consequently  declined  from  19  to  12  per  cent. 
Table  I 

Gold,  Foreign  Exchange,  and  Trade  Balances  Held 
by  Latin  American  Republics 

(In  millions  of  dollars) 


Argentina 

End  of  1 939 

592 

End  of  194i 
1,088 

Brazil 

67 

533 

Mexico 

34 

250 

Cuba 

22 

226 

Uruguay 

75 

146 

Colombia 

26 

114 

Venezuela 

52 

101 

Chile 

36 

85 

Peru 

19 

35 

Bolivia 

5 

22 

Salvador 

8 

21 

Guatemala 

9 

20* 

Ecuador 

3 

19 

Costa  Rica 

2 

16 

Dominican  Republic 

....- 

13 

Haiti 

3 

8 

Total 

953 

2,697 

♦Middle  of  1942.  Data:  National  City  Bank  of  New  York. 

A  new  development  in  trading  relationships  in 
the  1939-43  perlotl  bas  been  the  three-fold  expan¬ 
sion  in  intra-Latin  American  trade;  the  share 
of  these  countries  in  their  own  export  trade  in¬ 
creased  from  6  to  12  per  cent.  The  increase  in 
Latin  American  exports,  coupled  with  the  decline 
in  imports,  has  resulted  in  substantial  accumula¬ 
tion  by  those  countries  of  exchange  reserves. 


Table  II 

Foreign  Trade  of  the  20  Latin  American  Republics,  1938-1943 
{Estimated  value  in  millions  of  United  States  dollars) 


Country 

1938 

1939 

1940 

1941 

1942 

1943 

Exports  to: 

United  States 

545 

646 

763 

1,091 

1,138 

1,438 

United  Kingdom 

306 

323 

304 

264 

315 

392 

20  Latin  American  Republics 

99 

100 

120 

186 

271 

366 

All  other  countries 

693 

856 

575 

478 

402 

418 

Total 

1,643 

1,925 

1,762 

2,019 

2,126 

2,614 

Imports  from: 

United  States 

502 

541 

735 

923 

795 

964 

United  Kingdom 

187 

147 

168 

116 

121 

145 

20  Latin  American  Republics 

142 

121 

175 

214 

335 

385 

All  other  countries 

671 

529 

343 

236 

187 

112 

Total 

1,502 

1,338 

1,421 

1,489 

1,438 

1,606 

Source:  International  Economics  and  Statistics  Unit,  Bureau  of  Foreign  and  Domestic  Commerce, 
May  15,  1944.  It  will  be  observed  that  there  is  a  wide  divergence  between  exports  to  the  Latin 
American  republics  and  imports  received  from  them.  This  divergence  may  be  explained  in  part  by 
the  addition  to  the  recorded  imports  of  shipping,  insurance,  and  handling  charges;  the  major  cause, 
however,  is  probably  the  different  methods  of  assessing  and  recording  values  employed  by  the 
exporting  and  importing  countries. 


